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Purdue 
vs. S&P 500 Index Companies
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Effective Working Capital 
Management Techniques



Techniques Utilized by 
Purdue

Report and emphasize cash-related metrics (days sales outstanding, inventory turns, etc.) 

Optimize the entire customer order-to-cash process 

Reduce accounts receivable delays, complexity, and errors 

Simplify payment terms 

Segment customers by size, risk, and strategic value 

Speed billing processes and reduce invoicing errors (consider electronic invoicing and payment 
tools)  [Top 20 customers used EDI.]



Communicate collection issues and speed dispute resolution 

Review accounts payable policies for opportunities to stretch payment terms without damaging 
supplier relations 

Improve supply chain visibility and agility 

Adopt some form of dynamic forecasting and responsive inventory management, including cross-
functional sales and operations planning 

Optimize spare-parts inventory n/a
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Core Tactics For Improving Working Capital 
(Pub l i shed  by  APQC,  September  2008)



Techniques Utilized by 
Purdue

Close monitoring of customer accounts, aging receivables, and late 
payments



Timely collections (e.g. early reminders and dunning notices) 

Prompt pay discounts to encourage on-time payments 

Prepayment / direct-debit for credit-trouble or late-paying customers 

Efficient / prompt invoicing cycles (e.g. multiple) to get invoices to 
customers timely



Optimize / renegotiate payment terms (if not on par with standard) 
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Effective Techniques 
for Improving DSO (Receivable)



Techniques Utilized by 
Purdue

Payment cycles – limited to the required frequency 

Take early payment discounts, if discounts are ROI-justified 

Avoid early payments, if prompt-pay discounts are not ROI-justified 

Renegotiate payment terms – migrate to industry benchmarks or best 
available alternative, if current payment terms are short



Product acceptance condition – connect settlement of payables to the 
fulfillment of all contractual obligations such as quantity, quality, 
delivery dates, etc.



Migrate checks into e-payments for more precised payment timing 

Back-to-back agreements—balancing the due dates of receivables and 
payables helps to minimize costs in managing cash flows

Ongoing 
Review
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Effective Techniques 
for Improving DPO (Payable)



Industry  Benchmarks
 Industry  data  are ca lculated based on the standard DPO formula  of  us ing  average 

accounts  payable balance and cost  of  sa les . Accrued expenses  are not  inc luded—
since they are usual ly  separately  l i sted in  the balance sheet .

Purdue
 Purdue's  DPO calculat ion is  to  exc lude a  number of  i tems that  F inance cannot  

inf luence. These inc lude,  for  example,  rebates ,  rents ,  l iabi l i ty  sett lements ,  taxes ,  
partner  d istr ibut ions,  mortgage payments ,  etc . Many of  these i tems are probably  
recorded in  accrued expenses  and are moved to  accounts  payable when invoices  
are presented and paid. Thus,  they c lear  through the accounts  payable account  
quick ly.

 Using Purdue’s  specia l ized formula  y ie lds  a  DPO of  40 for  2011. (This  i s  used in  
the cash convers ion cyc le  analys is  herein. )

 Alternat ively,  i f  we use the industry  standard formula  to  ca lculate DPO (and use 
60% of  Purdue operat ing  expenses  as  non-payrol l  purchases) ,  our  DPO for  2011 
would be ~44 days. The change of  magnitude is  not  l ike ly  going to  change the 
conclus ion from the analys is .

 Industry's  DPO average is  not  comparable  to Purdue because Purdue's  cost  of  
goods is  de minimis comparing with others.
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Backup: Accounts Payable (DPO)




